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This report** contains (check all applicable boxes):
(a) Facing page. Eoe o
(b) Statement of Financial Condition. - ' ‘
(¢) Statement of Income (Loss). : - o

. (d) Statement of Changes in Financial Condition.: ... ' = IR R e
(¢) Statement of Changes in Stockholders™ ‘Equity or Panncrs or So!c Pmpnctor s Capxtal
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital et

(h) Computation for Determination of Reserve Reguirements Pursuan® to ‘Rule 15c3~3

(i) Information Relating to the Possession or control Reqmrcments ‘Wrder Rule 15¢3-3.
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(k) A Reconciliation between the audited and unaudited Statements of Finar.:ie! Copdition with respect to methods of con-
solidation.

() An Qath or Affirmation.
(m) A ¢opy of the-STPC Supplemental Report.

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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Board of Directors
Capital Financial Services, Inc.

I have audited the accompanying balance sheets of Capital
Financial Services, Inc. as of September 30, 2001 and
September 30, 2000, and the related statements of income,
retained earnings and cash flows for the years then ended.
These financial statements are the responsibility of the
Company’s management. My responsibility is to express an
opinion of these financial statements based on my audit.

I have conducted my audit in accordance with generally
accepted auditing standards. Those standards require that I
plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation. I believe that my audit provide a
reasonable basis for my opinion.

In my opinion, the financial statements referred to above
present fairly, in all material respects, the financial
position of Capital Financial Services, Inc., as of
September 30, 2001 and September 30, 2000, and the results
of its operations and its cash flows for the year then ended
in conformity with generally accepted accounting principles.

Certified Public Account

Monona, Wisconsin
November 12, 2001




CAPITAL FINANCIAL SERVICES, INC.
MADISON, WISCONSIN 53713

BALANCE SHEET

FOR YEARS ENDED 9/30/01 AND 09/30/00

CURRENT ASSETS 9/30/01 9(30[00\\\
CASH (NOTE 2) $ 48,780 $ 78,240
COMMISSIONS RECEIVABLE 467,615 544,167
TOTAL CURRENT ASSETS 516,395 622,407
INVESTMENTS
MARKETABLE INVESTMENT SECURITIES 21,493
N A S D WARRANTS 3,300 3,300
TOTAL ASSETS $541,188 $625,707
LIABILITIES AND STOCKHOILDERS EQUITY
CURRENT LIABILITIES
COMMISSIONS PAYABLE $467,615 $544,167
INCOME TAX PAYABLE 591 628
TOTAL LIABILITIES $468,206 $544,795
STOCKHOLDERS EQUITY
COMMON STOCK-AUTHORIZED 2,800 SHARES
NO-PAR STOCK, 500 SHARES ISSUED AND
OUTSTANDING 5,000 5,000
RETAINED EARNINGS 77,946 75,912
NET UNREALIZED (LOSS) ON MARKETABLE EQUITY
SECURITIES (9,964)
TOTAL LIABILITIES AND EQUITY $541,188 $625,707

SEE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS
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CAPITAL FINANCIAL SERVICES, INC.
MADISON, WISCONSIN 53713

STATEMENT OF OPERATIONS

FOR YEARS ENDED 9/30/01 AND 9/30/00

9/30/01 9/30/00
REVENUES
SECURITIES COMMISSION - STOCKS ) 92,108 $ 99,906
SALE OF INVESTMENT COMPANY SHARES - M.F. 4,056,173 4,643,115
INVESTMENT ADVISORY FEES 218,135 290,906
VARIABLE ANNUITY COMMISSIONS 2,041,651 3,115,559
COMMISSIONS - LIMITED PARTNERSHIP 3,000 1,750
INTEREST EARNED 1,408 3,719
CAPITAL GAIN DISTRIBUTION - INVESTMENT 1,457
TOTAL REVENUES $6,413,932 $8,154,955
OPERATING EXPENSES
COMMISSIONS PAID $6,411,307 $8,151,236
STATE INCOME TAX 232 294
TOTAL OPERATING EXPENSES ' $6,411,539 $8,151,530
NET INCOME (LOSS) BEFORE TAXES 2,393 3,425
FEDERAL INCOME TAX (359) (335)
NET INCOME (LOSS) AFTER TAXES : $ 2,034 $ 3,090

SEE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS
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CAPITAL FINANCIAL SERVICES, INC.
MADISON, WISCONSIN 53716

STATEMENTS OF CHANGES IN FINANCIAL POSITION
(CASH BASIS)

FOR YEARS ENDED 9/30/01 AND 9/30/00

©/30/01 9/30/00
CASH GENERATED BY:
GAIN (LOSS) FROM OPERATIONS $ 2,034 $ 3,090
ADD (DEDUCT) ITEMS NOT REQUIRING
OR GENERATING CASH DURING PERIOD:
COMMISSIONS PAYARLE INCREASE (DECREASE) (76,552) 116,396
COMMISSIONS RECEIVABLE (INCREASE) DECREASE 76,552 (116,396)
FEDERAL & STATE INCOME TAX PAYARLE (DEC) (37) (3,294)
CASH FLOWS FROM INVESTING ACTIVITIES:
ACQUISITION OF NASD WARRANTS (3,300)
ACQUISITION OF MARKETABLE SECURITIES (31,457)
INCREASE (DECREASE) IN CASH $(29,460) $ (3,504)
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CAPITAL FINANCIAL SERVICES, INC.
MADISON, WISCONSIN 53713

STATEMENT OF CHANGES IN RETAINED EARNINGS
FOR YEARS ENDED 9/30/01 AND 9/30/00
9/30/01 9/30/00
BEGINNING BALANCE $ 75,912 $ 72,822
NET (LOSS) GAIN FOR THE YEAR 2,034 3,090

NET UNREALIZED (LOSS) MARKETABLE

EQUITY SECURITIES (9,964)
ENDING BALANCE $ 67,982 $ 75,912
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CAPITAL FINANCIAL SERVICES, INC.
MADISON, WISCONSIN 53713

NOTES TO FINANCIAIL: STATEMENT
SEPTEMBER 3G, 2001

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING PRACTICES

IN IT'S REPORTS AND PRESENTATIONS, CAPITAL FINANCIAL
SERVICES, INC., CONSISTENTLY USED THE ACCRUAL METHOD
OF ACCOUNTING.

NOTE 2 - CASH

CASH INCLUDES $48,780 INVESTED IN A BANK MONEY MARKET
FUND.
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CAPITAL FINANCIAL SERVICES, INC.
MADISON, WISCONSIN 53713

RECONCILIATION OF AUDITED AND UNAUDITED FOCUS REPORT
FOR QUARTER ENDED SEPTEMBER 30, 2001

COMMISSIONS RECEIVABLE AND COMMISSIONS EARNED WERE INCREASED
BY $6,166 DUE TO ADJUSTMENTS MADE TO ESTIMATES OF TRAILERS,
FOR MUTUAL FUNDS AND VARIABLE ANNUITIES.

COMMISSIONS PAYABLE AND COMMISSIONS PAID WERE INCREASED TO
ACTUAL BY $6,166 FOR THE SAME REASON AS NOTE 1 ABOVE AS ALL
COMMISSIONS RECEIVED ARE IMMEDIATELY PAYABLE.

FEDERAL AND STATE INCOME TAX OF $591 WAS ACCRUED, COMPARED
TO $656 ON ORIGINAL FOCUS.

COMMISSIONS PAYABLE HAS BEEN REDUCED ON THE FOCUS REPORT FROM
AUDITED LEDGER ACCOUNTS TO 95.5% OF CURRENT RECEIVABLES DUE TO
LATEST INTERPRETATION BY NASD ALLOWING ONLY COMMISSIONS OWED
DIRECTLY TO BROKER SALESMEN. THIS AMOUNT $21,043 WAS SUBTRACTED
FROM $467,616 TO ARRIVE AT $446,573.

COMMISSIONS RECEIVABLE ON FOCUS WAS INCREASED FIRST AS IN NOTE 1,
THEN REDUCED TO ALLOWABRLE BY $155 MORE THAN ON ORIGINAL FOCUS.

RETAINED EARNINGS WERE INCREASED BY $343.
EXPENSES WERE INCREASED BY $232 FOR STATE INCOME TAX.

NON-ALLOWABLE ASSETS IN COMPUTATION OF NET CAPITAL WERE INCREASED BY
$155 DUE TO NOTE ONE ABOVE.

IN COMPUTATION OF BASIC NET CAPITAL REQUIREMENT, THE ABOVE ADJUSTMENTS
WERE CONSIDERED, RESULTING IN A DECREASE OF THE EXCESS NET CAPITAL
BY $216.
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Summary of Internal Control

We have examined the accompanying financial statements of Capital Financial
Services, Inc. as required by Rule 17a-5(d) as of September 30, 2001, and
for the year then ended, and have issued a report thereon dated November
12, 2001. As part of our examination we reviewed and tested the system to
internal accounting control and the procedures for safeguarding securities
to the extent we considered necessary to evaluate the system as required by
generally accepted auditing standards and by Rule 17a-5 under the
Securities Exchange Act of 1934. In addition, we reviewed the practices
and procedures followed by the Company:

1. In making the periodic computations of aggregate
indebtedness and net capital as required by Rule
17a-3(a) (11) .

2. In making the quarterly securities examinations,
counts, verifications and comparisons and the
recording of differences required by Rule 17a-13.

3. In complying with the requirement for prompt
payment for securities of Section 4 (c) of
Regulation T of Board of Governors of the
Federal Reserve System.

Rule 17a-5 contemplates that the scope of the review and tests should be
sufficient to provide reasonable assurance that any material weaknesses
existing as the date of our examination would be disclosed. Under these
standards and that Rule, the purposes of such evaluation are to establish a
basis for reliance thereon in determining the nature, timing and extent of
other auditing procedures that are necessary for expressing an opinion on
the financial statements and to provide a basis for reporting material
weaknesses in internal accounting control.

The objective of internal accounting control is to provide reasonable but
not absolute assurance as to the safeguarding of assets against loss from
unauthorized use of deposition, and the reliability of financial records
for preparing financial statements and maintaining accountability for
assets. The concept of reasonable assurance recognizes that the evaluation
of these factors for the purpose of this report, under Rule 17a-5, the
cost-benefit relationship has been disregarded in determining weaknesses to

be reported.
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Page 2

These are inherent limitations that should be recognized in considering the
potential effectiveness of any system of internal accounting control. 1In
the performance of most control procedures, errors can result from
misunderstanding of instructions, mistakes of judgment, carelessness or
other personal factors. Control procedures whose effectiveness depends
upon segregation of duties can be circumvented intentionally by management
either with respect to the estimates or judgments required in the
preparation of financial statements. Further, projection of any evaluation
of internal accounting control to future periods is subject to the risk
that the procedures may become inadequate because of changes in conditions
and that the degree of compliance with the procedures may deteriorate.

Our study and evaluation of the system of internal accounting control for
the year ended September 30, 2001, which was made for the purpose set forth
in the first paragraph and would not necessarily disclose all weaknesses in
the system which may have existed during the period under review, disclosed
no weaknesses that we believe to be material.
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